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FEDERAL HOME LOAN BANK BOARD
Final regulations prohibiting certain management official interlocks between
depository institutions and depository holding companies and their affiliates
have been issued by the Board (see the 12/22/80 Fed. Reg., pp. 84012-13).
The regulations provide that in certain circumstances the Board may grant 
exemptions from the prohibitions or extend time for compliance. These delega­
tions of authority are intended to provide more expeditious processing of 
applications for exemptions and grace periods. The rule was effective as 
of 12/15/80. For additional information contact Evangeline Wells at 202/
377-6453.
FEDERAL RESERVE BOARD
An amendment to Regulation D to promote the establishment of International Banking
Facilities (IBF) was recently proposed by the Board (see the 12/22/80 Fed. Reg., 
pp. 84070-74). The proposal amends Regulation D, Reserve Requirements of Depo­
sitory Institutions, and allows an IBF to accept deposits from  foreign residents 
and borrow from depository institutions located outside the U.S. or from other 
IBFs. All such funds would be exempt from Federal reserve requirements. In 
addition, an IBF is subject to Regulation Q and would be permitted to offer 
foreign residents large denomination time deposits. Comments are requested by 
2/13/81. For additional information contact Gilbert Schwartz at 202/452-3625.
INTERSTATE COMMERCE COMMISSION
An expansion of exemption authority as provided under the Staggers Rail Act of 1980
has been proposed and issued for a second time by the Commission (see the 12/18/80
Fed. Reg., pp. 83300-02). The original notice proposed to exempt only certain 
categories of rates and charges for rail transportation from  the long and short 
haul and aggregate of intermediates provisions of 49 U.S.C. 10726. The latest 
proposal seeks to exempt all rates and charges for rail transportation and elimi­
nate the prejustification requirement of section 10726. Further, section 10726 
violations would not be considered under the investigation and suspension pro­
cedures of section 10707. Comments are requested by 2/2/81. For additional 
information contact Martin Foley at 202/275-7348.
NATIONAL CREDIT UNION ASSOCIATION
Federal credit union insurance and group purchasing activities are the subjects of 
a recently issued advance notice of proposed rulemaking from the NCUA (see the 
12/23/80 Fed. Reg., pp. 84811-13). Under previous policies, the Bureau of Fed­
eral Credit Unions and the NCUA have expressed a strict interpretation of statu­
tory provisions to limit "incidental powers" of credit unions, excluding the 
providing of insurance and group purchasing services for members. The proposal, 
under 12 CFR Part 721, requests comments as to the appropriate criteria in 
defining permitted or prohibited insurance or group purchasing activities among 
other things. Comments are requested on 13 basic sets of questions posed in 
the proposal and should reflect an understanding of the relationship of inciden­
tal powers to express powers of Federal credit unions. Written comments are 




Investigations conducted by the SBA's Office of Inspector General over a six month 
period recovered $4.3 million for the Federal Government, according to a SBA 
release. In addition, SBA. Inspector General, Paul R. Boucher, said that as a 
result of his office’s work, an additional $11.7 million either was not spent 
or was disbursed "subject to increased control." The bulk of the $4.3 million 
recovered resulted from investigations into the Agency's business loan and 
disaster loan programs and subsequent repayment of irregularities. Copies of 
the Inspector General's report are available through the SBA Public Communi- 
cations Division at 202/653-6832.
TREASURY, DEPARTMENT OF
New rules for determining eligibility and computing a tax credit for the elderly
were recently adopted by the IRS (see the 12/22/80 Fed. Reg., pp. 84048-52).
According to the IRS, the credit is designed to provide tax benefits roughly 
equivalent to those enjoyed by recipients of tax-exempt pensions or annuities 
such as Social Security. The final rules make it clear that any individual who 
was a nonresident alien at any time during the taxable year is not eligible 
for the credit under Sec. 37. The amendments are generally effective for taxable 
years beginning after 1975, and provide the public with the guidance needed 
to determine eligibility for the credit and to compute the amount of the credit. 
For additional information contact Paul Francis at 202/566-3297.
A proposal to extend the accumulated earnings tax to corporations was recently 
issued by the IRS (see the 12/22/80 Fed. Reg., pp. 84088-89). The proposal 
seeks to extend the tax to corporations who accumulate earnings and profits to 
avoid the income tax on distributions to certain foreign corporate shareholders. 
Presently, the accumulated earnings tax applies only to corporations who fail 
to distribute earnings and profits in order to avoid the income tax on individual 
shareholders. The changes under tax code section 532 are necessary, according 
to the IRS, because there can be the same income tax avoidance purpose in failing 
to distribute earnings and profits to foreign corporate shareholders as to 
nonresident alien individual shareholders. The tax imposed on dividends re­
ceived by a foreign corporation from U.S. sources which are not effectively 
connected with a U.S. trade or business under Sec. 881 (a), and the tax imposed 
on nonresident alien individuals receiving the same dividends under Sec. 871(a), 
are both 30%. The proposed rules provide the accumulated earnings tax will apply 
to a foreign corporation for not only U.S. source income but also for foreign 
source income which is effectively connected with a U.S. trade. Additionally, 
the proposals make it clear that the tax applies to foreign corporations with 
unreasonable accumulations to avoid the income tax on shareholders which are 
trusts, estates or partnerships. Comments are requested by 2/20/80. For addi­
tional information contact Kenneth Klein at 202/566-3289.
The elimination of a tax deduction by commercial banks on interest paid on time depo­
sits of state and local government funds secured by tax-exempt state and municipal 
bonds is the subject of Rev. Proc. 80-55 and a scheduled IRS meeting with banking 
officials. The ruling, as issued 12/15/80, will be applied retroactively, 
creating billions of dollars of increased tax liability for banks and other finan­
cial institutions for this and prior years according to Lee Gunderson, president 
of the American Bankers Association. The ruling, unless modified, will have 
"an adverse effect on the marketability of state and local obligations." An
-3-
official of Arthur Andersen and Co. said that the retroactive feature of the 
ruling, as issued, could make many large banks liable for back taxes going back 
up to nine years as a result of the slowness of IRS audits and waivers from the 
three-year statute of limitations. The upcoming meeting is said to deal with the 
primary questions of whether the IRS will withdraw Rev. Proc. 80-55 and if not, 
will it be modified to make it prospective and not retroactive.
Tax shelters, unreported income, and windfall oil profits will be areas of increased 
interest under the IRS tax compliance goals and guidelines for 1981 according to a 
recent announcement by the Service. The IRS will increasingly rely on exchanges of 
information with other Federal regulatory agencies, and an increased use of com­
puter-scoring systems. Current computer facilities dealing with document matching, 
as a part of the IRS information Return Program, will be replaced with new equip­
ment capable of 100% matching (see the 10/6/80 Wash. Rpt.) In addition, the IRS 
plans to fully implement the new guidelines dealing with penalties for return 
preparers.
SPECIAL: BANKRUPTCY TAX ACT PASSED AND SENT TO THE PRESIDENT
The Bankruptcy Tax Act (HR 5043) was passed and sent to the White House for approval
by Congress on 12/13/80. An amendment offered by Sen. Dennis DeConcini (D-Ariz)
and subsequently passed, delays the "most controversial provisions" for one year.
HR 5043 revises and clarifies Federal income tax rules relating to bankruptcy, 
insolvency, and discharge of indebtedness, and was designed as a companion measure 
to the omnibus bankruptcy reform bill (P.L. 95-598) which Congress approved in 1978. 
The DeConcini amendment postpones, for one year, the attribute reduction rules as 
they relate to bankrupt or insolvent debtors. As reported by the Finance Committee, 
The bill would have required reduction of net operating losses unless the debtor 
elected to reduce basis in depreciable assets. In the case of a debt discharge 
covered by the DeConcini amendment, a bankrupt or insolvent debtor would reduce basis 
in assets, not limited to depreciable assets, and would not be required to reduce 
asset basis below the fair market value. Solvent debtors will be required to re­
duce basis in depreciable assets in lieu of reporting as income the amount of debt 
cancellation for transactions occuring after 12/31/80. Mr. DeConcini's amendment 
does not affect the effective date of this or of other' rules in the bill. The 
President is expected to sign the measure.
For additional information, please contact Jim Kovakas, Gina Rosasco,
Nick Nichols or Kathee Baker at 202/872-8190.
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